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Payments for Direct Medical Education Costs 

(a) The Department reimburses eligible hospitals the Medical Assistance inpatient costs for direct 
medical education, that are determined allowable under Medicare cost principles 30, 1985.in effect as of June 

(b) Payments 

(1) For the period July 1, 1997 through December 31, 1997, eligible providers shall receive 
monthly payments equal to their monthly payments for the period January 1, 1997 through June 30, 1997. 

(2) For the period January 1, 1998 through December 31, 1998, eligible providers shall 
receive quarterly payments based on the monthly payments set forth in(b)(I) converted to quarterly payments. 

(3) For the period January 1, 1999 through December 31, 1999, eligible Providers shall 
receive quarterly payments as set forthin (bX2). 

(4) For the period January 1, 2000 through June 30, 2000, payments set forth in (b)(3) Will 
be increased by 4 percent. 

(5) For State FiscalYear 2000-2001, eligible providers will receive quarterly payments which 
equal the aggregate amount paid for the period July1, 1999 through June 30, 2000, increased by 2.4 percent 
and divided into four payments. 

(6) For the period July 1, 2001, through December 31,2001, eligible providers will receive 
two quarterly payments which equal the amount paid quarterly for the period1,2000, through June 30, 
2001. 

(7) For the period January 1, 2002, through June 30, 2002, eligible providers will receive two 
quarterly payments, eachof which equals the quarterly payment amount as of 31,2001, inflated by 
7.231 percent. 

(8) For the period July 1, 2002, through December 31, 2002, eligible providers will receive 
two quarterly payments, eachof which equals the quarterly payment amount as of June30,2001, inflated by 
3.1 percent, then inflated byI.Opercent and then inflated by 3.1 percent. 

(9) For the period January 1, 2003, through December 31, 2004, eligible providers will 
receive quarterly payments, each of which equals the quarterly payment amount as of December 31,2002, 
inflated by .Opercent. 

(10) For the period January 1, 2005, through June 30, 2005, eligible providers will receive two 
quarterly payments, each of which equals the quarterly payment amount as of 31,2004, inflated by 
3.0 percent. 

(c) Direct medical education payments shall be adjusted as necessary in accordance with the 
limitations set forth in PartV. 

(d) Direct medical education payments shall be considered final and prospective and are not subject 
to cost settlement. 
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(9) For the period January 1, 1996 to December 31,1996, each hospital’s case mix adjusted 
cost per case value in (g)(8) is the amount as of December 31,1995, decreased by5 percent to account for 
forecast error. 

(10) For the period January1, 1997 to December 31, 1997, each hospital’s case mix adjusted 
cost per case value in (gX9)is increased by 2 percent. 

(11) For the period January 1, 1998 through December 31, 1998, each hospital’s case mix 
adjusted cost per case valuein (g)(lO) is increased by 2.7 percent. 

(12) For the period January 1, 1999 through December 31 , 1999, each hospital’s adjusted 
cost per case value (gX11) is increased by 2 percent. 

(13) For the period January 1,2000 through December 31,2000, each hospital’s case mix 
adjusted cost per case value in (gX12) is increased by 2.8 percent. 

(14) Effective January 1,2001, each hospital’s case mix adjusted cost per case valuein 
(gX13) is increasedby 3 percent. 

(15) Effective January 1, 2002, each hospital’s case mix adjusted cost per case valuein 
(gX14) is increased by 4 percent. 

(16) Effective July 1 ,2002, each hospital’s case mix adjusted cost per case valuein (gX15) is 
increased by 1 percent. 

(17) Effective January 1 , 2003, each hospital’s case mix adjusted cost per case valuein 
(gX16) is increasedby 3.1 percent. 

(18) Effective July 1 ,2003, each hospital’s case mix adjusted cost per case valuein (gX17) is 
increased by 1 percent. 

(19) Effective January 1, 2005, each hospital’s case mix adjusted cost per case value in 
(gX18) is increased by2.5 percent. 

(h) The amount determined under (g)(15) is limited to $7,237.70 forths period January 1,2002 
through June 30, 2002. The amount determined under (g)(16) is limited to $7,310.08 for the period, July 1 
2002 through December 31,2002. The amount determined under(9x17) is limited to $7,536.69 for the period 
January 1,2003, through June 30,2003. The amount determined under(gx18) is limited to $7,612.06 for the 
period July 1, 2003, through December 31, 2004. The amount determined under (g)(19)is limited to $7,802.36 
for the period January1,2005 through June 30,2005. 
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PROSPECTIVE REHABILITATION PAYMENT SYSTEM 

Rehabilitationhospitals Distinct Part Drug and Alcohol Detoxification-
Rehabilitation Units of Generalhospitalsand Distinct Part Medical 
Rehabilitation Units of General Hospitals 

General Policy 

The Department paysfor inpatient rehabilitation services under a prospective payment system. 
Payment is made on a per diem basis. The prospective per diem rate for each provider is established using 
that provider’s base year per diem costs trended forward by inflation factors. 

All compensable services provided to an inpatient are covered by the prospective per diem rate except 
for direct care services provided by salaried practitioners who must bill the Medical Assistance Program directly. 

Costs are determined using Medicare principles unless otherwise specified. The Department does not 
follow the substance or retroactivity of the malpractice insurance cost rule established byF.R. 11142 
(April 1, 1986). Malpractice insurance costs are includedin the administrative and general cost center and 
allocated according to established accounting procedures. 

Payment Limits 

The Department‘s payment for inpatient services (including acute care general hospitals and their 
distinct part units, private psychiatric hospitals, and freestanding rehabilitation hospitals) may not exceed in the 
aggregate the amount that would be paid for those services under Medicare principles of reimbursement. 

The Department‘s payment, exclusive of any disproportionate share payment adjustment, may not 
exceed the hospital’s customary charges to the general public for the services. 

The Department limits the prospective per diem to rehabilitation providers for the period January 1, 
2002, through June30,2002, to $1101.18. For the period July 1,2002, through December31,2002, the 
Department limits the prospective per diem to,I12.19. For the period January1,2003, through June 30, 
2003, the Department limits the prospective per diem to $1,146.67. For the period July 1, 2003, through 
December 31,2004, the Department limits the prospective per diem to$1,158.14. For the period January 1, 
2005, through June 30, 2005, the Department limits the prospective per diem to $1,187.10. 
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Calculation of Prospective Per Diem Rate 

The prospective per diem rate of each rehabilitation provider will be determined as follows: 

(a) 	 For a provider enrolled in the Medical Assistance (MA) Program, as of December 31, 2001, its 
prospective base per diem rate will be its per diem rate as of December 31, 2001. 

(b) 	 The base per diem rate as of December 31,2001, will be inflated by the following inflation 
factors. 

(1) Effective January 1, 2002, the December 31, 2001, base per diem rate will be increased 
by 4 percent. 

(2) Effective July 1,2002, the amount determined under (1) will be increased by 1 percent. 
(3) Effective January 1,2003, the amount determined under(2) will be increased by 3.1 

percent. 
(4) Effective July 1,2003, the amount determined under (3) will be increased by 1 percent. 
(5) Effective January 1, 2005,the amount determined under (4) will be increased by 2.5 

percent. 

(c) 	 For an inpatient rehabilitation provider whose first full fiscal year of operation under the Medical 
Assistance Program is subsequent to December 31,2001, the first full fiscal year of operation 
under the Medical Assistance Program will serve as its base year. The Department will payfull 
allowable Medical Assistance costs in the base year. Payment for subsequent years will be the 
audited per diem cost trended forward from the base year, increased by applicable inflation 
factors. 

Limits to Payments 

The Department’s payment for inpatient hospital services (including acute care general hospitals and 
their distinct part units, private psychiatric hospitals, and freestanding rehabilitation hospitals) may not exceed 
in the aggregate, the amount that would be paid for those services under Medicare principles of 
reimbursement. 

The Department’s payment, exclusiveof any disproportionate share payment adjustment, may not 
exceed the hospital’s customary charges to the general public for the services. 

TN# 05-002 
Supersedes 

Date MAY 2005 EffectiveJanuaryTN# 02-004 Approval Date1,2005 



TN#  96-08  

STATE UNDER SOCIAL ACT 4.19APLAN TITLE XIX OF THE SECURITYATTACHMENT 
STATE: OF PENNSYLVANIACOMMONWEALTH 16a Page 
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES-INPATIENT HOSPITAL CARE 

(3) Be an acute care general hospital, or distinct part rehabilitation or psychiatric unit thereof, 
defined by Medicare as arural hospital or sole community hospital and be at or above the 75* percentilein the 
ratio of Medical Assistance acute care cases to total acute care casesin a ranking of all in-state hospitals; 

(4) Be an acute care general hospital, that has rendered a total number of Medical 
Assistance inpatient days (including fee-for-service, managed care, administrative and out-of-state days and 
including days from units) greater thantwo standard deviations above the mean of the total number of Medical 
assistance days rendered by all acute care general hospitals. Hospitals qualifying under this condition will be 
ranked with all other previously qualified hospitals to determine a payment amount. 

(b) To qualify as a disproportionate share hospital, the hospital must meet at least one of the 
following conditions: 

(1)Beidentifiedasachildren’shospital; 

(2) Have at least two physicians with staff privileges at the hospital who have agreed to 
provide obstetric services to individualswho are entitled to such services under Medical Assistance Program; 
or 

(3) Be identified as a hospital that did not offer nonemergency obstetric services to the 
general population on or after December 21,1987. 

TN#05-002 
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Part 11. Disproportionate Share Payments to Acute Care General Hospitals 

(a) Acute care hospitals that meet the conditions in Part I(a)(l), (a)(2) or (a)(4), are assigned a 
disproportionate share percentage ranging from 1 percent to 15 percent.qualifying hospitals are ranked from 
high to low based on their ratio of total Title XIX days to total days. Thequalifyinghospital with the highest ratio 
of Title XIX days to total daysis assigned a disproportionate share percentage of 15 percent. For each other 
hospital qualifying under this section, the disproportionate share percentage is: 

(1) 1percent,plus ­
(2) 13 percent multiplied by a fraction: the numerator of which is the ratio of Title XIX days to 

total daysof the qualifying hospital minus the ratio of Title XIX days to total days of the lowest hospital on the 
list of all such qualifying hospitals; is the ratio of Title XIX days to total days of theand the denominator of which 
second to highest hospital on the list of all such qualifying hospitals, minus the ratio of Title XIX days to total 
days of the lowest hospital on the list of all such qualifying hospitals. 

(b) Acute care hospitals that meet the conditions in Part I(aX3) receive a rural disproportionate 
share percentage ranging from 1 percent to low based10 percent. qualifying hospitals are ranked from high to 
on their ratio of Title XIX days to total days. The qualifying hospital with the highest ration of Title XIX days to 
total days is assigned a disproportionate share percentage of 10 percent. For each other hospital qualifying 
under this section, the disproportionate share percentage is: 

(1)1percent,plus ­
(2) 8 percent multiplied by a fraction: the numerator of which is the ratio of Title XIX days to 

total days of the qualifying hospital minus the ratio of Title XIX days to total days of the lowest hospital on the 
list of all such qualifying hospitals;and the denominator of which is the ratio of Title XIX days to totalof the 
second to highest hospital on the list of all such qualifying hospitals, minus the ratio of Title XIX days to total 
days of the lowest hospital on the listall such qualifying hospitals. 

(c) Hospitals that qualify under both the section (a) and section (b) will receive the higher of 
percentages, but will not receive both percentages. 

(d) The Department prospectively calculates the annual disproportionate share payment amount for 
qualifying acute care general hospitals by multiplying the disproportionate share percentage determined under 
sections (a)- (c) by the hospital's projected Title XIX and general assistance income for acute care cases 
during the fiscal year. 

(e) Annualpaymentsaredividedintofourquarterlyinstallments. 
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Part V. Aggregate Limits to Inpatient Disproportionate Share, Outpatient Disproportionate Share 
and Direct Medical Education 

For the period July ,11998 through June 30, 1999, the Department shall distribute to providers that are 
eligible for direct medical education payments and/or disproportionate share payments including outpatient 
disproportionate share, the aggregate annualized amount of $1 75 million. 

For the period July ,11999 through December 31, 1999, the Department shall distribute to providers 
that are eligible for direct medical education payments and/or disproportionate share payments, including 
outpatient disproportionate share, the aggregate amount of $87.5 million. 

For the period January 1,2000 through June 30, 2000, the Department shall distribute to providers that 
are eligible for direct medical education and/or disproportionate share payments, including outpatient 
disproportionate share, the aggregate amount of $91 million. 

For the period July 1, 2000 through June30,2001, the Department shall distribute to providers that are 
eligible for direct medical education and/or disproportionate share payments, including outpatient 
disproportionate share, the aggregate annualized amount of $1 82.784 million. 

For the period July1, 2001 through December 31, 2001,the Department shall distribute to providers 
that are eligible for direct medical education and/or disproportionate share payments, including outpatient 
disproportionate share, the aggregate amount of $91.392 million. 

For the period January1,2002, through June30,2002, the Department shall distribute to providers that 
are eligible for direct medical education and/or disproportionate share payments, including outpatient 
disproportionate share, the aggregate amount of $98.000 million. 

For the period July1, 2002, through June30,2003, the Department shall distribute to providers that are 
eligible for direct medical education and/or disproportionate share payments, including outpatient 
disproportionate share, the aggregate annualized amount of $1 97.21 7 million. 

For the period July ,12003 through June30,2004, the Department shall distribute to providers that are 
eligible for direct medical education and/or disproportionate share payments, including outpatient 
disproportionate share, the aggregate annualized amounts $ 194.81 8 million. 

1
For the period July1, 2004 through June 30, 2005, the Department shall distribute to providers that are 

eligible for direct medical education and/or disproportionate share payments, including outpatient 
disproportionate share, the aggregate annualized amounts of $204.709 million. 

Outpatient Disproportionate Share 

The Department will make quarterly outpatient disproportionate share payments to those hospitals that 
meet the inpatient disproportionate share eligibility criteria as of July 1, 1994, and which continue to be eligible 
for outpatient disproportionate share payments. The Department determines each eligible hospital’s 
percentage of the Department‘s expenditures made to all eligible outpatient disproportionate share hospitals for 
outpatient services. The Department calculates each eligible hospital’s outpatient disproportionate share 
payment by applying this percentage to the total amount of funds available for purposes of making outpatient 
disproportionate share payments, subject to the limitations set forth in Attachment 4.1 9A, Part V. 
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PROSPECTIVE PSYCHIATRIC PAYMENT SYSTEM 
Private Psychiatric Hospitals and Distinct Part Psychiatric Units of Acute Care General Hospitals 

General Policy 

The Department pays for inpatient psychiatric services under a prospective payment system. Payment 
is made on a per diem basis. The prospective per diem rate for each provideris established using that 
provider's base year per diem costs trended forward by inflation factors. 

All compensable services provided to an inpatient are covered by the prospective per diem rate except 
for direct care services providedby salaried practitioners who bill the Medical Assistance Program directly. 

Costs are determined using Medicare principles unlessotherwisespecified. The Department does not 
follow the substance or retroactivity of the malpractice insurance cost rule established F.R. 1 1 142 
(April 1, 1986). Malpractice insurance costs are includedin the administrative and general cost center and 
allocated according to established accounting procedures. 

-Payment Limits 

The Department's payment for inpatient services (including acute care general hospitals and their 
distinct part units, private psychiatric hospitals, and freestanding rehabilitation hospitals) may not exceedin the 
aggregate the amount that would be paid for those services under Medicare principles of reimbursement. 

The Department's payment, exclusive of any disproportionate share payment adjustment, may not 
exceed the hospital's customary charges to the general public for the services. 

The Department limits the prospective per diem to psychiatric providers for the period January 1,2002, 
through June 30,2002, to $1 101.18. For the period July 1,2002, through December 31,2002, the Department 
limits the prospective per diem $1,I12.19. For the period January 1, 2003, through June 30, 2003, the 

,I46.67. For the period July1,2003, through December 31Department limits the prospective per diem to $1 , 
2004, the Department limits the prospective per diem to ,I58.14. For the period January 1, 2005, through 
June 30, 2005, the Department limits the prospective per diem to $1,187.10. 

Nonallowable Capital Costs 

Capital costs for new or additional inpatient psychiatric beds are not allowable under the Medical 
Assistance Program unless a Section 1122 approval letter, a Certificate of Need, or a letter of nonreviewability 
had been issued for the additional beds by the Department of Health prior 1, 1991. 

Capital costs related to replacement beds are not allowable unless the facility received a Certificate of 
Need or letter of nonreviewability for the replacement beds. To be allowable, the replacement beds must 
physically replace bedsin the same facility and the capital costs related to the beds being replaced must have 
been recognized as allowable. 
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In addition to the above criteria, to receive payment for capital costs related to new, additional or 
replacement beds, the project must have been substantially implemented within the effective period of the 
original Section 1122 approvalor the original Certificate of Need, including one six-month extension. 

Calculation of Prospective Per Diem Rate 

The prospective per diem rate of each private psychiatric hospital and distinct part psychiatric unit of an 
acute care general hospital will be determined as follows: 

(a) The hospital or unit’s reported Medical Assistance allowable inpatient costs from its Fiscal Year 
1989-90 Cost Report (MA-336) are divided by its reported Medical Assistance inpatient psychiatric days. 

(b) The amount determined under (a) is reduced by a 1.69 percent overreporting factor. 
(c) The per diem cost determined in (b) will be inflated to the year for which the rate is being set 

using the following inflation factors: 

(1) 5.3 percent toaccountforFiscalYear1990-91inflation. 

(2) 5.2 percent to accountfor FiscalYear1991-92 inflation. 

(3) 4.6 percent to account for Fiscal Year 1992-93 inflation. 

(4) 4.3 percent to account for Fiscal Year 1993-94 inflation. This inflation factor is applied 


effective July1, 1993,for all inpatient psychiatric facilities which qualified for a disproportionate share rate 
enhancement in Fiscal Year 1992-93. The inflation factor is applied effective January 1, 1994, for other 
inpatient facilities. 

(5) EffectiveJanuary 1, 1995, the amount determined under (cX4) will be increased by 3.7 
percent. 

(6) Effective January 1,1996, the amount determined under (cX5) will be multiplied by .95. 
(7) Effective January 1, 1997, the amount determined under (cX6) be increased by 2 

percent. 
(8) Effective January 1, 1998, the amount determined under(c)(7)will be increased by 2.7 

percent. 
(9) Effective January 1, 1999, the amount determined under (cX8) be increased by 2 

percent. 
(10) Effective January 1, 2000, the amount determined under (cX9) will be increased by 2.8 

percent. 
(11) EffectiveJanuary 1, 2001, the amount determined under I O )  will be increased by 3 

percent. 
(12) EffectiveJanuary 1, 2002, the amount determined under (cX11) will be increased by 4 

percent. 
(13) Effective July 1, 2002, the amount determined under (cX12) will be increased by 1 

percent. 
(14) Effective January 1, 2003, the amount determined under (cX13)will be increased by 3.1 

percent. 
(15) EffectiveJuly 1, 2003, the amount determined under (cX14) will be increased by 1 

percent. 
(16) EffectiveJanuary 1, 2005, the amount determined under (cX15) will be increased by 2.5 

percent. 

(d) For an inpatient psychiatric provider whose first full fiscal year of operation under the Medical 
Assistance Program is subsequent to Fiscal Year 1989-90, the first full fiscal year of operation under the 
Medical Assistance Program will serve as its base year. The Department will pay full allowable Medical 
Assistance costs in the base year. Payment for subsequent years will be the audited per diem cost trended 
forwardfrom the base year using the inflation factors described under (c). 
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(e) For the period January 1,2001, through December 31,2001, the Department limits the 
prospective per diem rateto $1,058.83. For the period January 1, 2002, through June 30, 2002, the 
Department limits the prospective per diem rate to $1,101.18. For the period July 1, 2002, through December 
31, 2002, the Department limits the prospective per diem to ,I12.19. For the period January 1, 2003, 
through June 30, 2003, the Department limits the prospective per diem to $1,146.67. For the period July 1, 
2003, through December 31, 2004, the Department limits the prospective per diem to $1,158.14. For the 
period January 1, 2005, through June30,2005, the Department limits the prospective per diem to $1,187.10. 

Exclusions From the Prospective Psychiatric Payment System 

(a) Inpatient psychiatric facilities which placea new capital project into service after the base year 
are entitled to paymentfor certain capital costs, provided the qualifying criteria are met: 

(1) The costs related to the capital project must represent increases in the inpatient 
psychiatric facility’s allowable depreciation and interest costs for a fixed asset that was enteredin the inpatient 
psychiatric facility’s fixed asset ledger in the year being audited. 

(2) The costs must be attributable to a fixed asset that is: 

(i) approved for Certificate of Need on or before June 30, 1991,in accordance with 
28 Pa. Code Chapter 301 (Relating to limitations on Federal participationfor capital expenditures) or 28 Pa. 
Code Chapter 401(Relatingto Certificate of Need program), or not subject to review for Certificateof Need as 
evidenced by a letter of nonreviewability dated on or before June 30, 1991; and 

(ii) relatedtopatientcareinaccordancewithMedicarestandards. 

(b) In order for an inpatient psychiatric facilityto qualify for an additional capital payment set forthin 
this section, the following criteria must also be met: 

(1) The inpatient psychiatric facility’s rate of increase in overall audited costs must exceed 
15 percent. 

(2) The inpatient psychiatric facility’s rate of increase for allowable depreciation and interest 
must exceed its rate of increase for net operating costs. 

(c) Effective July 1, 1993, for each inpatient psychiatric facility which requests an additional capital 
payment, the Departmentwill audit its Medical Assistance cost reports for the fiscal yearfor which the request 
is made, theprior fiscal year and all subsequent fiscal years for which additional capital paymentis requested. 
To the extentthat the facility is determined eligible to receive an additional capital payment under this section, 
the following applies: 
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